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5L JECT t Taxandlity of Allcowance raymenis to (ontruct
hAgente

YRR A0E : eworanium from ifice of the Uesersl ounsel w
Lirecior of Fersomsl, datec 23 lecember 1955,
sunject, Urant of dlicowance Faysents to
Independent Coantrecwrs (Aitached as Tab A)

Pl HLER

Teo determine the CIA position with regard to fumishing inforss-
tion to the individuals comcerned and internal sevenus Servioe of the
iaxable incoms for independent contractor personnel for priocr tax
yoars including 1955,

FACTS

1. 48 of the curreni date, there are approximately 300 0.3,
kational Contruct igents operwtiing im mpproxisaiely 271 separele
projects. The comtract, im apiroximeisly 250 of these cases, provices
for the paymeat of allowances, in one form or another, ranging in
smounts wp w $6,365 per annua,

2. In ithe minds of these contrect ageniy, and most respansiile
Agenqy employees, ibe allowances grunted in the cemtracis were assumed
to 0o similar in sature to ihose granied employees. rer reference
mmorandun from the Generml Counsel, this similarity camnot e assumed.
However, since most, if not all, coRirect agenvs assumed ihese
allowances o ve iax frxee (in many cases they have uveen speciflically
80 advised ty varicws responsible igency personnsl), the allowances
have not been reported as tazavle income in the iadividuals tax return
for prior yesrs,

3. in addition to the problem cresied-hy the sddiiicnal tex -

liability which would be imposed, there i :'ftrqg ) s tandpo N
8 far more sericus guestion of g;tu.ng w’mm‘m and ”’é

to these persons under their varying cever m% ;m;r :
BaRRer, protlems would develop with respegt to haodling \%‘ !
income tax returns, sicce ia many cases the ocomtrect sgemts w ‘
filed returns beszed on their owma éttemm?f:@ua of taxable income .’-
H“&M. [ AREENINN . o . .

e

k. The Fimencs Livision as s moreal (ioeedure acvises &Il CoRtiest
agsats through Appropriste. chanmels of. the rmts of taxable income
i‘\‘ ‘;‘; PN .‘,‘c.. Rty vﬁ :dm : )
. SEE REVERSE FOB D&CuhSoiliCAILUN ACLIGH
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paid them bty the « “here the indivicdualas file tleir returns
through rﬁor a5 otherwiss required, riasnce Division
also ce sacuats of taxable incoms to Internal Lsvenue
Service through the | !

5. Arrangemsats have besn sace whareiy o represeaistives from
the ffies of the General Counsel are prooveding abrosc in the usar
future to assist the varicus field stations with ineome tax prodlems
with psrtic.lar emphasis on the diffieult ceses resulting from security
considerations. In sddition, ihe legnl repressentative from the iar Esst
is pressatly in Rashington on Ti¥ to be vriefeod for the same type of
aEsistancs whea he retwrns to the ares. 7Their effeciiveness will te
mterially incressed if the determimsations required im this situation
are made prior to tbeir dejariure for the field.

BLSCUSS N

1. rer refarence, the tax status of allowsnce peymenis to indee
pondent contractor types is clear under ihe internal revenus code, it
is also true thal ibe provisions of the Internal hevenws Code place the
fundamenial responsibility of reporting and paying proper tax en the
individual ccocermec. This iz & persensl liability ever which the Agency
has no suthority. it is equally true thet in the existing situation most
persons soncermed, insluding the contract agentis as well as respemsibis
Stafi personmnel, telisvea, contrary to law, that the sllowsaces ia
question were tax {iwe,

. 2. As peinted sut im reference, the tmsic proubiew arises in view
of the legal mature of the status of am independeni sontractcr and the
faet that the tax free status of allowunces specifically sppliss o
U.5, Government employess., It is possible that certain imdividumle
presently in the contract agant category, or other imdependent con-
ractor-{ype categorise, are, in fact, esployees of ihe Agengy., In
those cases where & proper determinstion iz weds that the individuals
should be comsidered employess, ihe tex probleam automatically solves
iteelf,

3. The Finance Division bas acvised that if the igeney were w
decide ts eeriiiy allowmnce payments to indspendent contiwcters for
1955 as taxatle inceme, it would be impewsible to devalop the inforw
mation threugh the Area Livisions, wiich is nacsseary for determinetion
of the propar taxatle incoms figures prior to 15 April 1956. Further,
the applicstiom of this ruling at this tame without anple notice and
explanation, wuld wmdoubtedly result inm the resignation of & nDwaber
of ecatract agents, and would creais serious operaticosl problams st
the field stalion level. The loss of efficiency and lewering of morale
resuliing frem this reversal of previous commitments by the Agensy to
oot of these agents jo ciffiocult to e=tamats, but is comsidered serious.

k. Althowgh CIA bas wide latitude and treed suthoritzes, there is
a otligation under the law for thl Agency to Imrmish accurate

AL
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informstion, boih to the individuals conserned amd io Intermal isvenus
Service where required. In addition, there are the practiesl sspests
of cur relationship with Internsl rovenns where over the years they
bave dens everything possible to assist the Agenoy in handlimg ia &
sscure fashion waricus tax matters which have arisen, They, at ihe
MM,MWWnﬂbpﬁmmimmm,
i.0., the Agency's siatement of taxable incoms peid,

5. There are three principal altermatives open te CIA: a. the
Agency, wherever required to furnish figares, could fer prior and
future years atismpt to develep and certify them completely aooure tely
in acocord with the lawy b, the Ageney seuld centinwe itis existing
practices of not furnishing figures pertaining te amounts paid as
allowances through the tax year of 1955 and thea adjust ite practices
in an orderly fashion during 1956; c. the Agenay counld attempt o
fevelop and report acemrately the figures for taxable ysar 1955 on a
belated tasis, and simply not review any previcws statemsnts mace, in
coabination with sny one of ihese spproaches, the igeacy could authorise
iacreases of compensation to offset the incressed tax imposed upon the
individuals concernsd,

CUBCLU: LORS

1. At this time, to attempt to notify all individuals concernec
of the correct wax status of allowances anc te furmish them the proper
figures would cause & serlous security problea, would lower morals
considerabtly and would creats an sxtremsly sericus administrative burdsa
on the ares divisions 38 well as the 7inance Livision anc as to both ths
burden weuld falli oa fisld staticns amd Hescquarters.

3. #ith full realisation of the fectors on both sides of tiis
ques tion, it i3 belisved that, on balauce, the Agenoy showld contimue
its saisting practioss of mot reporting allowunces as taxable iBcome
for all prior years, including 1955,

ke For 1956 and future years, it is plaonsd that:s a. new centracts
will be written to reflect properly the laxatility of additionml
paymsnis fer overseaz service; b, existing contracts will be amended as
Recessary to clesr up any possible aiswnderstanding er misinterpre tation
in this reganrd, and where appropriate, to provide additiomsl income to
offset the additicnal tax liability; and . to previde in ocontracis the
basis for ustewminetion of the coller value of quarters whioch are
fuarnished contreet agents in kind,
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RECOMMENIATION

It is recommended that the Director of Central Intelligenoe approve
centinmtion of the current Agency practice of mot reporting, either to
the individuals concerned er the Intermal Hevenue Service, any amounts
paid to independent contractors (inclwdes eontract agents) in the mature
of sllowances, including allomances paid im kind, for all prior tax
years ineluding 1955,

FRANK G, WISHNER
Deputy Director (Flans)

eivaﬁ5X1A9a
(SIGINLLL)
‘—‘—W 25X1A9a
Subject to oral comments on the legal qugstiong / s/ %Wl
GG
/8/ B. R. Seunders *In view of the fact that this is an
. Administrative matten the recommendation
Mm in the final paragraph above is approved
without reference to the Director. The
/e/ Office of Personnel will submit a monthly
Acting Director of Personnel report to DD/S as to progress made until
ve are in a position to say we are current.
*n/'s/ L. K. White /s/
- Depuly Directer (Suppert) 25X1A9% L. K. WHITE
. Deputy Director
(support)

The recommendation in the final parmgraph above is approved,
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